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brother, C, who also is a United States cit-
izen, contributes stock of Corporation Y to
the trust for the benefit of B. A has a rever-
sionary interest within the meaning of sec-
tion 673 in the X stock that would cause A to
be treated as the owner of the X stock upon
application of the grantor trust rules with-
out regard to section 672(f). C has a rever-
sionary interest within the meaning of sec-
tion 673 in the Y stock that would cause C to
be treated as the owner of the Y stock upon
application of the grantor trust rules with-
out regard to section 672(f). The trustee has
discretion to accumulate or currently dis-
tribute income of DT to B.

(ii) Because A is a nonresident alien, appli-
cation of the grantor trust rules without re-
gard to section 672(f) would not result in the
portion of the trust consisting of the X stock
being treated as owned by a United States
citizen or resident. None of the exceptions in
§1.672(f)-3 applies because A cannot revest
the X stock in A, amounts may be distrib-
uted during A’s lifetime to B, who is neither
a grantor nor a spouse of a grantor, and the
trust is not a compensatory trust. Therefore,
pursuant to paragraph (a)(1) of this section,
A is not treated as an owner under subpart E
of part I, subchapter J, chapter 1 of the In-
ternal Revenue Code, of the portion of the
trust consisting of the X stock. Any distribu-
tions from such portion of the trust are sub-
ject to the rules of subparts A through D (641
and following), part I, subchapter J, chapter
1 of the Internal Revenue Code.

(iii) Because C is a United States citizen,
paragraph (a)(1) of this section does not pre-
vent C from being treated under section 673
as the owner of the portion of the trust con-
sisting of the Y stock.

(c) Effective date. The rules of this
section are applicable to taxable years
of a trust beginning after August 10,
1999.

[T.D. 8831, 64 FR 43275, Aug. 10, 1999]

§1.672(f)-2 Certain foreign corpora-
tions.

(a) Application of general rule. Subject
to the provisions of paragraph (b) of
this section, if the owner of any por-
tion of a trust upon application of the
grantor trust rules without regard to
section 672(f) is a controlled foreign
corporation (as defined in section 957),
a passive foreign investment company
(as defined in section 1297), or a foreign
personal holding company (as defined
in section 552), the corporation will be
treated as a domestic corporation for
purposes of applying the rules of
§1.672(F)-1.

§1.672(f)-2

(b) Gratuitous transfers to United
States persons—(1) Transfer from trust to
which corporation made a gratuitous
transfer. If a trust (or portion of a
trust) to which a controlled foreign
corporation, passive foreign invest-
ment company, or foreign personal
holding company has made a gratu-
itous transfer (within the meaning of
§1.671-2(e)(2)), makes a gratuitous
transfer to a United States person, the
controlled foreign corporation, passive
foreign investment company, or foreign
personal holding company, as the case
may be, is treated as a foreign corpora-
tion for purposes of §1.672(f)-4(c), relat-
ing to gratuitous transfers from trusts
(or portions of trusts) to which a part-
nership or foreign corporation has
made a gratuitous transfer.

(2) Transfer from trust over which cor-
poration has a section 678 power. If a
trust (or portion of a trust) that a con-
trolled foreign corporation, passive for-
eign investment company, or foreign
personal holding company is treated as
owning under section 678 makes a gra-
tuitous transfer to a United States per-
son, the controlled foreign corporation,
passive foreign investment company,
or foreign personal holding company,
as the case may be, is treated as a for-
eign corporation that had made a gra-
tuitous transfer to the trust (or portion
of a trust) and the rules of §1.672(f)-4(c)
apply.

(c) Special rules for passive foreign in-
vestment companies—(1) Application of
section 1297. For purposes of deter-
mining whether a foreign corporation
is a passive foreign investment com-
pany as defined in section 1297, the
grantor trust rules apply as if section
672(f) had not come into effect.

(2) References to renumbered Internal
Revenue Code section. For taxable years
of shareholders beginning on or before
December 31, 1997, and taxable years of
passive foreign investment companies
ending with or within such taxable
years of the shareholders, all ref-
erences in this §1.672(f)-2 to section
1297 are deemed to be references to sec-
tion 1296.

(d) Examples. The following examples
illustrate the rules of this section. In
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§1.672(f)-3

each example, FT is an irrevocable for-
eign trust, and CFC is a controlled for-
eign corporation. The examples are as
follows:

Example 1. Application of general rule. CFC
creates and funds FT. CFC is the grantor of
FT within the meaning of §1.671-2(e). CFC
has a reversionary interest in FT within the
meaning of section 673 that would cause CFC
to be treated as the owner of F'T upon appli-
cation of the grantor trust rules without re-
gard to section 672(f). Under paragraph (a) of
this section, CFC is treated as a domestic
corporation for purposes of applying the gen-
eral rule of §1.672(f)-1. Thus, §1.672(f)-1 does
not prevent CFC from being treated as the
owner of F'T under section 673.

Example 2. Distribution from trust to which
CFC made gratuitous transfer. A, a non-
resident alien, owns 40 percent of the stock
of CFC. A’s brother B, a resident alien, owns
the other 60 percent of the stock of CFC. CFC
makes a gratuitous transfer to FT. FT
makes a gratuitous transfer to A’s daughter,
C, who is a resident alien. Under paragraph
(b)(1) of this section, CFC will be treated as
a foreign corporation for purposes of
§1.672(f)-4(c). For further guidance, see
§1.672(f)-4(g) Example 2 through Example 4.

(e) Effective date. The rules of this
section are generally applicable to tax-
able years of shareholders of controlled
foreign corporations, passive foreign
investment companies, and foreign per-
sonal holding companies beginning
after August 10, 1999, and taxable years
of controlled foreign corporations, pas-
sive foreign investment companies, and
foreign personal holding companies
ending with or within such taxable
years of the shareholders.

[T.D. 8831, 64 FR 43276, Aug. 10, 1999, as
amended by T.D. 8890, 66 FR 41334, July 5,
2000]

§1.672(f)-3 Exceptions to general rule.

(a) Certain revocable trusts—(1) In gen-
eral. Subject to the provisions of para-
graph (a)(2) of this section, the general
rule of §1.672(f)-1 does not apply to any
portion of a trust for a taxable year of
the trust if the power to revest abso-
lutely in the grantor title to such por-
tion is exercisable solely by the grant-
or (or, in the event of the grantor’s in-
capacity, by a guardian or other person
who has unrestricted authority to exer-
cise such power on the grantor’s be-
half) without the approval or consent
of any other person. If the grantor can
exercise such power only with the ap-
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proval of a related or subordinate party
who is subservient to the grantor, such
power is treated as exercisable solely
by the grantor. For the definition of
grantor, see §1.671-2(e). For the defini-
tion of related or subordinate party, see
§1.672(c)-1. For purposes of this para-
graph (a), a related or subordinate
party is subservient to the grantor un-
less the presumption in the last sen-
tence of §1.672(c)-1 is rebutted by a pre-
ponderance of the evidence. A trust (or
portion of a trust) that fails to qualify
for the exception provided by this para-
graph (a) for a particular taxable year
of the trust will be subject to the gen-
eral rule of §1.672(f)-1 for that taxable
year and all subsequent taxable years
of the trust.

(2) 183-day rule. For purposes of para-
graph (a)(1) of this section, the grantor
is treated as having a power to revest
for a taxable year of the trust only if
the grantor has such power for a total
of 183 or more days during the taxable
year of the trust. If the first or last
taxable year of the trust (including the
yvear of the grantor’s death) is less than
183 days, the grantor is treated as hav-
ing a power to revest for purposes of
paragraph (a)(1) of this section if the
grantor has such power for each day of
the first or last taxable year, as the
case may be.

(3) Grandfather rule for certain rev-
ocable trusts in existence on September 19,
1995. Subject to the rules of paragraph
(d) of this section (relating to separate
accounting for gratuitous transfers to
the trust after September 19, 1995), the
general rule of §1.672(f-1 does not
apply to any portion of a trust that
was treated as owned by the grantor
under section 676 on September 19, 1995,
as long as the trust would continue to
be so treated thereafter. However, the
preceding sentence does not apply to
any portion of the trust attributable to
gratuitous transfers to the trust after
September 19, 1995.

(4) Examples. The following examples
illustrate the rules of this paragraph
(a):

Example 1. Grantor is owner. FP1, a foreign
person, creates and funds a revocable trust,
T, for the benefit of FP1’s children, who are
resident aliens. The trustee is a foreign
bank, FB, that is owned and controlled by
FP1 and FP2, who is FP1’s brother. The
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